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Incorporate the 
Family Farm? 
Interest is increasing. in the corporate form of business for family 
farms. It isn' t a "cure-all" but, in some cases, may provide a tool 
for strengthening and preserving the family farm. There are both 
advantages and disadvantages to be considered. Here are some 
of the things you should know. 
by Neil E. Harl, John F. Timmons and John C. O'Byrne 
TO MANY PEOPLE, corpora-tions imply largeness, monop-
olies, complexities and the like. 
To farm people especially, the 
word "corporation" may imply 
large-scale farming and "outside 
interests" - considered particular 
threats to the traditional family 
farm. 
Why, then, even consider such 
a thing as incorporating the fam-
ily farm? First, incorporation it-
self isn't a threat to the family 
farm and indeed, in some cases, 
may offer a tool for preserving 
and strengthening the family 
farm. Second, a new law provides 
certain advantages for a small 
corporation. 
Interest Increasing 
Use of the corporate form of 
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business for farm operations 
hasn't been extensive in Iowa. 
It has been more widely used in 
the ranching states. In the past 
few years, however, interest has 
been increasing in family farm in-
corporations as a means whereby 
the family farm can continue to 
thrive and adjust to changing eco-
nomic conditions. Recent changes 
in corporation and tax laws have 
also increased interest in the pos-
sibility of incorporating family 
farms . 
In this article, we'll attempt to 
outline the nature of a corpora-
tion and some of the possible ad-
vantages and disadvantages of 
family farm incorporation. The 
corporation is essentially an al-
ternative form of business struc-
ture--and one open to farm fam-
ilies as well as others. Some farm 
families-particularly those with 
most of their assets in land and 
who have operating and trans£ er 
problems- may find incorporation 
an answer to their problems of 
strengthening the family farm as a 
business and family enterprise· 
others won't. But here are som~ 
of the things to know. 
What Is a Corporation? 
The corporation is a legal and 
economic entity - separate from 
the individuals who own, manage 
and work for it. A corporation 
has a status similar to that of a 
person. It is capable of doing 
business, making contracts, being 
sued, suing others, borrowing 
funds and living indefinitely with-
out interruption by change of its 
owners or officers. T hus, the cor-
poration may be considered as a 
legal person, with a capacity sim-
ilar in nature to that of an in-
dividual proprietor. 
In Iowa, a corporation may be 
organized by any number of per-
sons. Even one person can in-
corporate his farm. There's no 
minimum limit on the value or 
capitalization of a corporation. 
The outstanding characteristics 
of the corporation are limited lia-
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bility, continuing life and the sep-
aration of ownership and manage-
ment. A sole proprietor owns his 
farm, equipment, livestock, etc., 
and makes the management deci-
sions. In a partnership, the part-
ners are the owners and decision 
makers. In a corporation, the 
shareholders are the owners but 
not the managers. 
At the time of incorporation, 
shares of stock are issued, repre-
senting a share or fraction of the 
total worth of the farm business. 
A share of stock represents a per-
centage of total corporate worth, 
not an interest in individual as-
sets. The shareholder is an owner 
of the corporation, but the corpo-
ration operates the farm and hires 
employees to carry on its busi-
ness. The shareholders elect a 
board of directors to manage the 
corporation. The directors elect 
the officers who generally are re-
sponsible for the day-to-day op-
eration of the corporate business. 
In a large corporation such as 
General Motors, the separation 
between ownership and manage-
ment is obvious and true in prac-
tice. In a small corporation, how-
ever, it often happens that a 
person is a shareholder, director 
and officer at the same time. So, in 
a small corporation, ownership and 
management may be merged in 
only one or more persons. If a 
corporation had only one share-
holder, one director and one offi-
cer, ownership, management pol-
icy and day-to-day operation 
would be in the hands of one per-
son. As the number of sharehold-
ers increases, the probability in-
creases that some of the share-
holder-owners will participate in 
management merely through their 
power to vote for the directors. 
Most family farm corporations 
would be "closely held" corpora-
tions-with the stock owned by 
only a few persons and ownership 
of the business enterprise con-
fined to a small group. Stock of 
a closely held corporation gener-
ally isn't available for purchase 
by the public. And stock transfer 
often is restricted by the articles 
of incorporation or by a sharehold-
ers' agreement to prevent the 
stock from falling into the hands 
of outsiders. 
A closely held corporation, in 
its day-to-day operations, can 
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function much like a partnership. 
The same corporate laws, how-
ever, apply to both big and small 
corporations, so certain corporate 
formalities must be observed. 
Advantages, 
Disadvantages ... 
In considering the possibility of 
incorporation, it's important to 
look at the advantages and disad-
vantages of the corporate form of 
business. These will vary with in-
dividual farm family situations 
but should be considered in decid-
ing whether incorporation would 
be an over-all advantage or not. 
Limited Liability: Those con-
sidering incorporation often are 
seeking the limited liability that 
a corporation offers. Farmers op-
erating their businesses as sole 
proprietors generally are fully li-
able for any and all liabilities 
arising from the business. Part-
ners also generally are personally 
responsible for liabilities arising 
from the partnership business. 
Shareholders in a corporation 
have only limited liability. Because 
the corporation is a separate 
and distinct entity, the share-
holders aren't responsible for cor-
porate debts or law suits except 
to the extent of their investment 
in the corporation. 
This advantage, like others, 
will vary among individual farm 
families. Where all or nearly all 
assets of the parties are tied up 
in the corporation, this advantage 
loses much of its importance. Also, 
if shareholders in small family 
corporations find it necessary to 
commit personal assets to obtain 
credit or to avoid dissolution or 
bankruptcy, they have placed 
such assets at the risk of the 
business. 
Another liability aspect involves 
the shareholders' personal obliga-
tions. In a sole proprietorship or 
partnership, business assets can be 
reached to satisfy personal obli-
gations. If these are substantial, 
the business could be terminated. 
Because a corporation sharehold-
er's ownership is in his shares of 
stock, creditors of individual 
shareholders would have to seek 
satisfaction from the stock-not 
from the assets of the corporation. 
But the freedom from share-
holders' personal problems isn't 
foolproof since a creditor might 
obtain an interest in or even con-
trol of a corporation in this man-
ner. If the corporation or some 
shareholders had some kind of a 
"buy-out" agreement, it's possi-
ble that they might be forced to 
buy the stock to prevent an out-
sider from becoming a sharehold-
er. 
Access to Capital: . Obtaining 
sufficient credit is a serious prob-
lem facing many farm operators. 
Inadequate capital for expansion 
and for financing livestock and 
equipment limits the size of many 
farm enterprises. Obtaining credit 
sometimes is easier for a corpora-
tion than for an individual. 
N onfarming members of the 
family may be encouraged to in-
vest or retain an interest in the 
farm business by the use of the 
corporation. Investments can be 
made by stock purchases or by 
loans to the corporation. An in-
vestor in stock runs an owner's 
risk and receives a share of the 
profits as dividends. One loaning 
funds to the corporation would 
receive a fixed rate of return as 
interest. 
The farm corporation could 
also be used to pool land, ma-
chinery, livestock and capital to 
achieve the efficiency and econ-
omy of a larger operation. Es-
tablished farmers of one or more 
families might merge their assets 
into a single corporate organiza-
tion. 
The continued life of the corpo-
ration may act to decrease the 
risk of extending credit. This 
may or may not be true, depending 
on the attitude of the lending 
agency. Some lenders may require 
shareholders of a closely held cor-
poration to sign as personal surety 
for corporate debt obligations. 
Some corporations insure the 
lives of principal shareholders. 
This tends to lend stability to the 
corporation. The funds can be 
used to tide the corporation over 
a period of change in management 
by death or to underwrite a stock 
purchase plan at death. Such 
"buy-out" or stock purchase plans 
made mandatory at death can as-
sure that management responsibil-
ity won't go to inexperienced 
shareholders. A bank or other 
agency may be inclined to extend 
credit more liberally to the corpo-
ration if assured of continued 
management responsibility. 
Also, incorporated farm opera-
tions aren't eligible for certain 
types of FHA loans, and this 
might affect some families ad-
versely. 
Continuing Operation: To some 
farm families, the corporation 
may offer a tool for maintaining a 
going farm business in the family 
circle--bringing management re-
sponsibilities to younger members 
and easing the transition at death. 
As a sole proprietorship, the farm 
business is usually interrupted and 
often dispersed with the death of 
the individual operator. 
Thus, land holdings, livestock 
operations, equipment and sound 
business organization built up over 
a lifetime may disintegrate at the 
death of the owner. The heir re-
maining on the farm may be left 
with heavy encumbrances in pay-
outs to other heirs. This can re-
strict his farming operations for 
several years and, in some cases, 
jeopardize his continued owner-
ship of the farm. Also, uncertain-
ties of potential heirs who may 
expect to operate the farm after 
death of the parents may prevent 
the making of improvements and 
long-run investments and plans 
necessary in today's farming. 
A partnership terminates at the 
death of a partner. Similar prob-
lems arise even if a new partner-
ship is formed by taking in the 
estate or successors of the de-
ceased partner. 
Some of these difficulties in the 
transfer of farm property between 
generations can be overcome, or 
at least tempered, by the corpo-
rate form of organization. A cor-
poration may be formed for a 
definite period of years or indefi-
nitely. So its continued life isn't 
dependent on the lives of people. 
Since ownership in the corpora-
tion is represented by shares of 
stock, shares may be given away, 
sold during life or transferred at 
death without upsetting the con-
tinuity of farming operations. 
A new tax provision, added by 
1958 amendments to the Internal 
Revenue Code, permits estate 
taxes on a decedent's business to 
be paid in installments over a 10-
year period if the business con-
tinues. This applies to any type 
of business organization. But the 
corporation of ten makes continua-
tion easier. 
Gradual Transition: Farm oper-
ators seldom retire abruptly, but 
gradually reduce the burden of 
participation in the work and 
management on their farms. Of-
tentimes, the farm has been the 
"savings bank" for the father and 
mother who have invested a life-
time of labor and savings in the 
home farm. 
The corporation permits the di-
vision of ownership, control and 
management among parents, chil-
dren and perhaps others in vary-
ing proportions. In receiving some 
of the stock, the younger share-
holders obtain interests and a 
sense of responsibility that can 
become a strong motivation for 
work, saving and planning for the 
future. The separation of owner-
ship and management in a corpo-
ration makes arrangements pos-
sible whereby ownership of the 
corporation is shared while vot-
ing control- the power to select 
the managers- is retained . 
Sharing ownership of a corpo-
ration also means sharing the in-
come after salaries are paid to the 
managers. Say, for example, that 
a father incorporates his farm, 
issuing 100 shares of stock to him-
self. The father and his only son 
operate the farm. The son grad-
ually purchases 30 shares and 
then makes a "buy and sell" 
agreement with the father where-
by the son could buy 30 addi-
tional shares at the death of the 
father. 
This purchase would provide 
funds for the daughter's share of 
the estate. The remaining 40 
shares could be left to the widow 
by the father's will, and she would 
be entitled to a share of the prof-
its after the son is paid a salary. 
At her death, the widow might 
leave her stock to the son. Or she 
could leave some to the daughter 
and give the son an option to buy 
it from the daughter. Many dif-
ferent plans may be built around 
the corporate structure to share 
farm profits among members of 
the family with fair treatment to 
the persons who'll remain at home 
to operate the farm. 
Transferring ownership grad-
ually through lifetime gifts of 
shares within the allowances of 
federal gift tax laws may have a 
tax advantage over death taxes. 
Your attorney can furnish details 
on this. 
Retirement Planning: The pros-
pect of an adequate retirement in-
come frequently is an inducement 
for the older shareholders to turn 
over ownership and control of the 
business operation to younger 
shareholders at an earlier time. 
Incorporating the farm business 
permits the establishment of an 
employees' pension or retirement 
plan which may include owner-
employees. If the plan is qualified 
under the tax law, payments to 
the plan by the corporation are 
tax deductible. Individual farm 
operators and partnerships may 
also have pension and profit-shar-
ing plans for employees, but the 
owners aren't allowed to partici-
pate under existing law. 
A sizable estate may be built 
up tax free for corporation partic-
ipants because of the favorable tax 
features of retirement plans. The 
retirement program for share-
holder employees in a family farm 
corporation could include pay-
ments from a retirement or pen-
sion fund, dividends from stock 
and the maximum corporate sal-
ary consistent with full social se-
curity benefits. 
Another social security feature 
of the corporation is its ability to 
even out income by paying fixed 
salaries. This may be important 
to farmers nearing 65 who are 
anxious to qualify for maximum 
social security benefits. If the 
corporation can justify a salary of 
$4,800 per year, the shareholder-
employee's social security taxes 
are paid on that amount, even 
though farm income from the cor-
poration varies from year to year. 
Income Tax: Usually there's no 
income tax gain or loss on the for-
mation of a corporation. A person 
transferring his farm business to 
a corporation in exchange for 
stock has no gain, even though the 
assets have increased in value. 
The corporation continues to use 
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the tax base the property had for 
depreciation and sale. 
On termination or liquidation 
of a corporation, stockholders will 
have a capital gain or loss meas-
ured by the difference between the 
basis of stock held and the amount 
of money or property received on 
termination. If the corporation 
redeems all of the stock of a 
shareholder or if the shareholder 
sells his stock, he'll have a capi-
tal gain or loss on the deal. 
Regular corporations pay an in-
come tax of 30 percent on the 
first $2 5 ,000 of taxable income 
and 52 percent on the rest. Before 
1958, one argument against incor-
poration was that some corporate 
income was taxed twice--once 
when earned by the corporation 
and again when received as divi-
dends by the shareholders. The 
1958 Small Business Tax Revi-
sion Act, however, permits a 
closely held corporation with no 
more than 10 shareholders and 
only one class of stock to be taxed 
like a partnership. 
If all shareholders elect this 
method of taxing, the corporate 
income is channeled on paper to 
the shareholders to pay at their 
individual income tax rates. Busi-
ness losses and long-term capital 
gains are also passed to the share-
holders if the corporation elects 
this method of taxing. This allows 
the shareholders to take full ad-
vantage of corporate losses and to 
pay income tax on only 50 per-
cent of the long-term capital gains. 
A corporation isn't eligible to 
be taxed like a partnership if over 
20 percent of its gross receipts 
comes from investments such as 
rents, dividends, interest, annui-
ties and securities transactions. A 
farm corporation set up as a land-
lord, for example, to hold land 
rented to tenants wouldn't be eli-
gible to be taxed like a partner-
ship. 
Income tax aspects may be an 
important factor in deciding the 
over-all merits of a family farm 
corporation. The new "incorpo-
rated partnership" provision per-
mits incorporation without sub-
stantial change in tax treatment, 
but the tax aspects should be care-
fully considered. 
Other Taxes: The corporation 
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has no particular qualities of itself 
that result in gift or death tax 
savings, but the free transferabil-
ity of shares aids in making life-
time gifts to save death taxes. The 
issue and transfer of corporation 
shares is subject to a relatively 
nominal stamp tax. The property 
of a corporation and the stock of 
a shareholder are subject to prop-
erty taxes, but there is an offset 
provision for the shareholder to 
avoid double taxation . 
More Complex: Other than for 
paying taxes, the law requires 
very little of one who owns and 
manages his farm as a sole propri-
etorship-it's assumed that a mis-
take in judgment or management 
will harm only the operator. Some-
what more is required of a part-
nership. And since the corporation 
is a legal creature--existing apart 
from its owners and managers-
it becomes more complex in for-
mation and dissolution. The law 
seeks to protect creditors, owners 
and others connected with the 
corporation. 
Incorporation requires the prep-
aration of articles of incorpora-
tion which are submitted to the 
Iowa Secretary of State for ap-
proval and registration. The Sec-
retary of State then issues a cer-
tificate of incorporation. 
The articles of incorporation 
represent the agreement among 
the shareholders and establish the 
rights and powers of the corpora-
tion. In addition, a corporation 
has a set of by-laws containing 
additional details of operation and 
management. 
Articles, by-laws and minutes 
of the first meeting are prepared 
by the attorney for the incorpo-
rators. Thereafter, most corpora-
tions have their attorneys prepare 
or at least review the minutes of 
all subsequent meetings. Minutes 
of the meetings of the sharehold-
ers and board of directors are 
carefully kept in written form. 
Since the corporation is an artifi-
cial person, responsible to its 
shareholders, all important deci-
sions of the directors and stock-
holders are made at special or an-
nual meetings and recorded in the 
minute books. 
If there are to be pension plans, 
stock sale restriction agreements, 
"buy-out" plans, etc., the attor-
neys for the corporation and the 
shareholders will have to work 
these out. 
Once the corporation is organ-
ized, the farm operation will run 
much the same as it did as a part-
nership or sole proprietorship ex-
cept that more formal meetings 
will be held and more formal rec-
ords of decisions will be kept. 
Operational and tax records are 
about the same for any form of 
farm business organization, but 
there's a tendency for corpora-
tions to keep better records than 
individuals alone might keep. The 
Secretary of State also requires 
certain corporate reports, includ-
ing a simple annual report. 
Costs of Incorporation: As a 
more formal and complex legal 
creature than the sole proprietor-
ship or partnership, the corpora-
tion involves greater cost of or-
ganization. Under the new Iowa 
Corporation Law which takes ef-
fect July 4, 1959, the fee for fil-
ing articles of incorporation is 
$20. In addition an annual fee 
based on stated capital is imposed 
on corporations. Your attorney 
can furnish additional details on 
these and other fees required by 
law. 
The costs of organizing a cor-
poration are deductible for income 
tax purposes over the first 5 
years of corporate life. 
In Summary ••. 
Industry began using the cor-
porate form of business extensive-
ly in the 1800's to solve some of 
the problems of individual indus-
trial proprietors and as a means 
of adjusting to economic and tech-
nological change. Some farm fam-
ilies, likewise, may be able to 
obtain advantages and benefits by 
incorporation of the family farm, 
though the advantages and dis-
advantages should be weighed 
carefully. 
An incorporated farm needn't 
cease to be a family farm · and 
may, in fact, increase family par-
ticipation. The main question is 
whether or not the corporate form 
of business is a better tool than 
the present form for a particular 
family farm business. 
